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THE STANDING COMMITTEE ON HUMAN 
RESOURCES DEVELOPMENT AND THE STATUS OF 
PERSONS WITH DISABILITIES 


has the honour to present its 
SECOND REPORT 


Pursuant to Standing Order 108(2), the Standing Committee on Human Resources 
Development and the Status of Persons with Disabilities proceeded with a study on Grants 
and Contributions of the Department of Human Resources Development Canada. After 
hearing evidence, the Committee has agreed to report to the House as follows: 
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I. INTRODUCTION 


On 19 January 2000, the Minister of Human Resources Development Canada 
(HRDC) released the report of an internal audit conducted during 1999. This audit 
uncovered significant administrative mismanagement in seven program-areas involving 
expenditures of more than one billion dollars in the fiscal year 1998-99. An examination of 
the administration of the grants and contributions programs included in this audit has 
been the focus of this Committee's work since Parliament resumed in February 2000. 


Our study began when the Minister of Human Resources Development appeared 
before the Committee on 10 February 2000. One week later, the Committee adopted a 
motion to “study and report to the House no later than 1 June 2000 [on] grants and 
contributions by the Department of Human Resources Development, providing that an 
interim report be tabled by 15 April 2000."' On 29 February 2000, the Committee 
accepted a framework for its study that included a number of initial meetings to obtain 
information on the programs audited and the audit results. From then until the preparation 
of this interim report, our hearings covered a range of topics with the ultimate end of 
assessing the nature of the issues and the steps that are being taken to correct the 
problems with the administration of grants and contributions.’ 


The Committee has not completed its hearings. We would like to hear additional 
perspectives from other witnesses and the Committee has yet to obtain evidence of the 
effectiveness of HRDC's remedial measures to address its administrative problems. The 
Committee, therefore, has concluded that it is premature to make recommendations 
without completing more of its work. Instead, the members of the Committee have agreed 
to raise a number of questions based on the evidence received to date. The Committee 
will seek answers to these questions during the second half of its study and make 
recommendations in its final report, due to be tabled by the beginning of June 2000. 


| Standing Committee on Human Resources Development and the Status of Persons with Disabilities (hereafter 


HRPD), Minutes of Proceedings, Meeting No. 12, 17 February 2000. 


See Appendix | for a list of witnesses and meetings. 
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ll. BACKGROUND AND OVERVIEW 


The Auditor General of Canada told the Committee that in 1998-99, 
government-wide discretionary program spending amounted to about $17 billion, of which 
approximately 17% was delivered by HRDC. This Department works with thousands of 
partner organizations, commonly referred to as third-parties, to deliver programs for 
Canadians using these funds. Staff in local Human Resource Centres of Canada or 
regional offices administer programs that account for roughly 90% of HRDC's grant and 
contribution spending — taking into account funding that is provided under agreements 
between the federal and provincial/territorial governments and labour market programs. 
The remaining 10% of the funding is delivered through projects administered by national 
headquarters, the majority of which involves partnerships with national organizations. 
During her appearance, the Minister of HRDC told the Committee that third-party delivery 
agents vary from program to program and client group to client group: 


If we’re talking about the Transitional Jobs Fund, those [delivery agents] tend to be 
partnerships with community partners and the private sector. If we’re talking about 
youth services, they may be monies that go to individuals or to programs that 
support youth at risk, that sort of thing — so community organizations that are 
engaged in supporting youth at risk. If we’re talking about Canadians with 
disabilities, it can be to disability agencies and organizations or to community 
groups that are helping to improve literacy in their communities. So it’s educational 
institutions — colleges, universities — it’s not-for-profit organizations, community by 
community, it's private sector small and medium-sized businesses in some regards, 
and it’s to individuals.* 


The Committee is fully cognizant of HRDC’s size, diversity and complexity. We 
also know that given its organizational structure, HRDC relies heavily on decentralized 
decision making to deliver programs that, by design, provide its managers at different 
levels with a great deal of discretion to make decisions. The Committee agrees fully with 
the Auditor General when he said that “...[i]n such a decentralized system, it is essential 
to have in place a sound control framework, appropriate procedures to ensure it is 
applied, and clear accountability for the exercise of this discretion.” The Committee 
agrees with the Auditor General of Canada and points to the Treasury Board guidelines 
as the basis for action and encourages HRDC management to pursue rigorously the plan 
that it has put in place to correct these serious problems. 


: HRPD, Evidence, Meeting No. 10, (13:10), 10 February 2000. 


5 HRPD, Evidence, Meeting No. 20 (11:10), 23 March 2000. 
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lll. THE 1999 AUDIT AND FINDINGS 


In 1999, HRDC undertook an internal audit of selected grants and contributions to 
determine whether certain programs were being administered within the guidelines 
established by the Department itself and by the Treasury Board. The audit was not 
designed for, or intended to be, a vehicle to determine whether these funds were effective 
in achieving the policy objectives for which they were dispersed. Unlike the audits 
conducted by the Auditor General of Canada, HRDC did not design this audit to 
determine value for money. It was designed for, and intended to be, a tool to determine 
whether the audited programs were being well managed. In both the public and private 
sectors, managers use audits like these to assess internal administrative practices and to 
improve risk management. Both the Department and the Auditor General told this 
Committee that HRDC regularly conducts such internal audits under the authority of the 
Deputy Minister. In any given year, HRDC’s Internal Audit Bureau (IAB) conducts roughly 
25 reviews and audits that cover a variety of programs and assess operational risks that 
the Department faces while pursuing its policy objectives. 


Chronology of Events 


The Clerk of the Privy Council and former Deputy Minister of HRDC told the 
Committee that he ordered the 1999 internal audit once he became aware of the results 
of the Auditor General’s value-for-money audit of HRDC's expenditures on the Atlantic 
Groundfish Strategy (TAGS). This audit, released in October 1997, assessed the extent 
that HRDC's expenditures of $1.748 billion for TAGS assisted workers to adjust to 
changes in the groundfish industry and whether this labour adjustment strategy contained 
an effective accountability framework. The Auditor General concluded that: 


...[b]ecause clear, accurate information was difficult to obtain, decisions were made 
on the basis of incomplete information that did not meet the requirements of TAGS 
eligibility criteria. Errors in applying the criteria were noted from the time TAGS was 
implemented, and many corrections had to be made. Varying interpretations of the 
eligibility criteria resulted in different treatment of participants in various areas ... 
The absence of an appropriate accountability framework for this type of initiative 
meant that there was no assurance of obtaining value for money.° 


The Auditor General also made several recommendations for improving the 
accountability of TAGS and similar programs. 


e Auditor General of Canada, 1997 Report of the Auditor General of Canada, Chapter 16, para. 16.3 and 16.97. 


After receiving this report, the former Deputy Minister told the Committee that he 
realized that there might be problems with the administration of other HRDC programs, 


like TAGS, that were funded by discretionary spending. 


e Internal Audit Bureau of HRDC informed the 
s was approved in February 1998 and 
December 1998. According to these 


The Director General of th 
Committee that the audit of grants and contribution 
that the terms of reference were finalized on 18 
terms of reference the objectives of the audit were: 


to assess the management and delivery of grants and contributions programs 
within HRDC and provide managers and staff with practical, results-oriented, 
recommendations on ways to improve project management, reduce risk and 
develop a better accountability framework. 


To achieve this objective, the [audit]review has focused on whether: 


a) grants and contributions are allocated and used in compliance with applicable 
objectives, policies, rules and procedures, and with due regard to the 
principles of accountability, effectiveness, efficiency and economy; 


b) grants and contributions funds are adequately protected from errors, 
misappropriation, misuse and abuse, within and outside HRDC, and provide 
an estimate of the magnitude of the loss, if any.® 


The Director General also informed the Committee that the audit team carried out 
its work between January and September 1999 and completed a draft report on 
5 October 1999, although this draft excluded management's response. The Department's 
Management Board received the draft audit report on 13 October 1999. Following this 
the representatives of the Department told the Committee that the Minister of Human 
Resources Development Canada was briefed on 17 November 1999. After the final audit 
report, including management's response, was completed on 6 January 2000, the Deputy 
Minister provided a department-wide briefing on 11 January 2000, to report on the audit's 
results. The Minister then released the final audit report on 19 January 2000 


Audit Sample 


To achieve the objectives of its review of vey fe 
grants and contributions, the audi 
constructed a stratified random sample consisting of 459 project files by ea) pe 
from each of the 27 subprograms that made up the audit univer Use 


se. i 
selected, 73 (16%) were funded by grants and 386 (84%) were ae pi Ra Wes 


6 
Human Resources Development Canada, Internal Audit Bureau 


Integrity/Grants and Contributions, January 2000, p. 5. Final Report: Review of Program 


with third parties to receive contributions from HRDC.’ The contract value of all audited 
projects was approximately $230 million. 


While the Assistant Deputy Minister, Financial and Administrative Services, told 
the Committee that the sample included roughly an equal number of projects from each 
subprogram, this was clearly not the case.° According to Appendix A of the audit report, 
the number of projects sampled by subprogram ranged from a low of two projects for the 
Urban Aboriginal Employment Initiative to a high of 73 projects for Literacy. Audited 
projects delivered by national headquarters accounted for 61% (278) of all sampled 
projects — a significant share given that HRDC officials told the Committee that national 
headquarters delivers only about 10% of programs funded by grants and contributions. 
Of the 181 audited projects delivered by HRDC's regional and local offices, 34.8% 
(63 projects) were selected from Atlantic Canada, 13.8% (25 projects) from Quebec, 
22.1% (40 projects) from Ontario and 29.3% (53 projects) from Western Canada. 


In addition to reviewing all the projects in the sample, the audit team: 
* conducted on-site reviews of 63 projects, including claims submitted by 
sponsors; 


* examined advance payments to determine whether these conformed to 
Treasury Board guidelines; 


* conducted an analysis of access privileges to HRDC’s computer systems; and 


° assessed disbursement control. 
Audit Findings 


The 1999 internal audit identified a number of significant administrative and 
financial management problems like those found in previous audits of similar programs 
delivered by HRDC and its predecessor, Employment and Immigration Canada. Of all 
project files reviewed, 69 or 15% did not contain an application from the sponsor. Of the 
remaining 390 project files which contained an application: 


+ 280 (72%) did not contain a cash flow forecast; 


+ 179 (46%) did not estimate the number of participants; 


Grants are unconditional transfer payments that are not conditional on being accounted for or audited, but for 
which eligibility and entitlement may be verified. Contributions, on the other hand, are conditional transfer 
payments for a specified purpose and are subject to being accounted for and audited pursuant to a contribution 
agreement signed by the Department and the recipient of the funds. 


HRPD, Evidence, Meeting No. 10 (13:00), 10 February 2000. 


HRPD, Evidence, Meeting No. 17 (11:15), 2 March 2000. 


+ 98 (25%) did not describe the activities to be supported; 


+ 98 (25%) did not document the characteristics of program participants; 


) 
) 
+ 43 (11%) did not contain a budget proposal, and 
+ 43 (11%) did not describe the expected results. 


The audit revealed other serious administrative shortcomings: 


* In almost all cases (97%), the audited files contained no evidence that the 
Department had checked project sponsors for outstanding debt to HRDC prior 


to project acceptance. 
+ Two-thirds of the files failed to contain a rationale for recommending or 
accepting the project. 


» In 112 instances, required signatures were missing either on the project 
approval, the agreement, or at least one of the claims for the project. 


+ The original dollar value was amended (usually increased) in one-third of the 
projects audited and of these, 36% of the files contained no justification for the 
change. 


+ The vast majority of projects (87%) showed no evidence of supervision and 
80% of all audited projects showed no evidence of financial monitoring. 


+ Three out of four contribution agreements in the audit sample had no provision 
for, or evidence of, monitoring the level of achievement of expected results. 


The audit team verified expense claims that totaled roughly $5 million during their 
field visits. Of this amount, 3% should not have been permitted according to the terms 
and conditions of the contribution agreement. In addition, proper evidence did not support 
13% of expenses that were claimed. Because the field visits could not formally establish 
the existence of overpayments, the auditors notified the program officers responsible for 


the files involved and initiated a follow-up in order to determine if an overpayment had 
occurred.'° 


The audit team also found that of all audited projects involvi ibuti 
agreements, some $261 million or 26.3% of all project Ses es Aas ne 
last month of the fiscal year (i.e. after the beginning of March). This was well a the 
19.6% average monthly expenditure found for April through February, the first 11 th 
of the fiscal year. The field visits showed that this practice was used to av M 
departmental program funds. These payments were made out of th 
budget as advances for the coming year. The audit re hs 
excessive and contrary to Treasury Board guidelines gover 


oid the lapse of 
old fiscal year 
ported that this practice was 
ning advance payments. 


10 
The follow-up has now been completed and the results are discussed elsewhere in our report 
port. 


Finally, the audit team found situations judged to compromise the integrity of 
HRDC's financial systems. Because project officers’ duties are not segregated enough, a 
project officer handles a grant or contribution project from application to termination, often 
with little or no involvement by managers. Consequently, a project officer might initiate 
payments as well as approve them, thus eliminating an important element of oversight. In 
terms of access to financial systems, the audit team uncovered instances where the 
same access code had been given to more than one employee (multiple access) and 
other instances where generic codes could be used anonymously. 


Departmental officials reminded the Committee that these findings are applicable 
to the audit universe as a whole, but should not be construed as applicable to any single 
program-area, Subprogram or region. 


Reasons Underlying the Audit’s Findings 


Both the audit report and some of the witnesses who appeared before the 
Committee provided a number of reasons for the situation that the audit revealed. The 
reasons included: 


¢ the departmental reorganization in 1993, 
+ the launch of the social security review in 1994, 
¢ the reform of unemployment insurance and Program Review in 1995 and 


¢« the Labour Market Development Agreements (LMDAs) concluded with the 
provinces and territories in 1996. 


The sum of these changes served to reduce HRDC staff by 5,000 person-years, to 
close or consolidate over 300 offices and to transfer over 2,000 employees to provincial 
governments."'The Committee does not doubt that these factors contributed to the 
administrative problems uncovered by the 1999 internal audit. 


The Committee, however, questions whether the impact of all of these changes is 
the main cause of the problem. Two earlier audits revealed similar problems and found 
evidence “...that key control documents were missing from over 80% of audited files; that 
financial monitoring reports were missing from 50% of audited files, an absence of 
segregated duties; unqualified staff; and, management or internal control problems in 
50% of the projects visited.”’* According to a follow-up audit conducted in 1994, “...there 
was still little evidence that program delivery had improved significantly in the field. In fact, 
there were eight important recommendations arising from the 1991 audit that had not 
11 HRPD, Evidence, Meeting No. 17 (11:10), 2 March 2000. 


ie Employment and Immigration Canada, Internal Audit Bureau, Audit of Significant Contributions, December 


1991, Executive Summary. 


been satisfactorily implemented ... Control and monitoring ns to be neglected, 
often even with large dollar, complex and multi-year projects. 


The Clerk of the Privy Council told the Committee that the HRDC cutbacks and 
other reasons for the failure to act are simply “excuses for the administrative 
shortcomings that were found in the audit." The Committee believes that Canadians 
today have less confidence in HRDC's administrative capacity. It is now time to restore 
this confidence. 


13 
Human Resources Development Canada, Employment Follow-up Audit, ( 


: Draft Report), December 1994, Dh ‘Il. 


HRPD, Evidence, Meeting No. 19 (11:10), 21 March 2000 


IV. CORRECTING THE PROBLEM: STRENGTHENING 
ADMINISTRATION OF GRANTS AND CONTRIBUTIONS 


During its hearings, the Committee spent considerable time listening to HRDC 
explain, and to some other witnesses evaluate, remedial measures that the Department is 
proposing to improve its administration of grants and contributions. These are set out in 
Strengthening Grants and Contributions,'° the HRDC Action Plan. Key elements of the 
plan are outlined below. 


Ensuring That Payments Meet Financial and Program Requirements 


Current and future project payments must meet financial and program 
requirements. HRDC took an essential step by issuing a directive that directors and NHQ 
directors general must certify that each project file under their responsibility meets five 
key financial criteria before future project payments will be made. These include making 
certain that: 


(1) a signed agreement is in place and is consistent with Treasury Board terms 
and conditions; 


(2) signing authorities are respected; 
(3) required claim forms have been submitted by project sponsors; 


(4) all expenses claimed have been reviewed and certified as allowable under 
the contribution agreement and the approved Treasury Board terms and 
conditions of the program for which the expenses are claimed; and 


(5) advance payments must accord with Treasury Board guidelines. 


In addition, HRD will not approve any new contracts unless the files contain an 
application/proposal, appropriate assessments (e.g. environmental assessment, 
pre-screening and search for outstanding debts) and a recommendation for approval that 
includes a rationale. 


The Committee is satisfied that these steps address many of the administrative 
and financial shortcomings that were identified in the 1999 internal audit. 


'S This is available on the Human Resources Development Canada Web site — 


www.hrdc-drhc.gc.ca/dept/reports/index.shtml 


Checking and Correcting Problem Files 


The Minister informed the Committee that of the 459 files in the audit sample, 
37 were subjected to a follow-up review. The Committee has remarked on the fact that 
this review was behind schedule. The Action Plan set a completion date of 18 February 
2000, but the review was not finalized until 14 March 2000. This follow-up review found 
that three projects contained HRDC internal accounting errors, one project had 
unverifiable expenditures of $83,100; another had $6,529 of ineligible expenses, and six 
projects finished with overpayments. The overpayments associated with ne projects 
were determined to be $226,369.51, of which all but $640.21 was recovered. 


In addition to this follow-up, HRDC has begun to review all active contribution 
agreements to ensure that the files meet essential financial and program criteria. A 
regional executive head or assistant deputy minister must sign off on this review. This 
review must be completed by 30 April 2000. According to the Action Plan, corrective 
measures will be taken as required. 


The Action Plan also promised that by 29 February 2000, HRDC would develop a 
low cost approach for reviewing any closed files at risk of not conforming to financial 
rules. This screening method will be applied to files that were closed in 1998-99 and 
1999-00. Any problems identified by this review must be resolved by 31 August 2000. 


All cases of suspected fraud or illegal activity will be referred to the police. 


Staff Support and Resources for Information Systems 


The Department has undertaken to provide clear direction and expectations to all 
employees involved in grants and contributions programs. By the end of February, all 
program managers and program officers were to receive initial training about the five 
basic financial criteria outlined above. The former Deputy Minister of HRDC told the 
Committee that during his tenure, a $5 million internal reallocation was made for staff 
training but he did not specify that this was related to grants and contributions nor did he 
say that it was directed at ensuring compliance with appropriate administrative tools. The 
Department has recognized that more training should be put in place so that: | 


* By 31 March 2000, all program delivery staff will have att 
SA Ne apace ended a workshop on 


+ By the end of May 2000, staff will be provided with bett 


er moll 
management and program monitoring: tools to simplify 


16 
Human Resources Development Canada, News Release (00-21), 14 March 2000 


12 


+ Agrants and contributions management Web site for HRDC program delivery 
staff was to have been developed and ready for testing by the end of February 
2000; 


¢ By 31 March 2000, HRDC will hold the first of a series of focus groups with 
program and financial staff to determine their needs; and 


+ By 30 June 2000, an independent consultant will assess workloads and staff 
capacity to determine classification, training, staff and other resource needs. 


The Department has made temporary resources available to ensure that enough 
support exists to implement the Action Plan. In March 2000, it was to have prepared and 
submitted to Treasury Board a request for additional resources for, among other things, 
new computer systems to check project sponsors’ histories with HRDC and additional 
human resources required for good administration. Three computer information systems 
will assist staff in project management and control so that by April 2000 a new financial 
system will be available to track daily financial transactions. By 1 October 2000, a 
three-year plan will set out the elements of a computer system that tracks the 
performance history of HRDC project sponsors and another computer system to link 
HRDC financial and program administration systems. By October 2000, employees will be 
trained on how to better use existing information systems to monitor contracts and identify 
overpayments and outstanding debt to HRDC. 


Ensuring Accountability and Reporting Results 


This Committee is aware that the implementation of any Action Plan would be 
incomplete without mechanisms to ensure that it is put in place. Accordingly, HRDC has 
proposed that implementation of the Action Plan should be a basic job requirement of all 
departmental executives (EXs) and other managers involved in managing grants and 
contributions. Consequently, they will not be eligible for performance bonuses for work 
related to implementing the Action Plan. 


All computer user codes not assigned to a specific HRDC employee will be 
deactivated and HRDC will reduce the number of user codes in its financial system from 
193 to 30 by 29 February 2000. No user will have more than one active code after 
29 February 2000, and duplicate, redundant or unnecessary user codes will be eliminated 
by 31 May 2000. 


The National Grants and Contributions Performance Tracking Directorate (Finance 
and Administration Group — Internal Audit Bureau) was established in September 1999 
and was fully staffed by November 1999. It will issue national reports on a monthly basis 
beginning in February and regional reports every quarter beginning in April. Effective May 
2000, quarterly reports to the Minister will be made public. Progress will be based on the 
same criteria that were used in the internal audit. Every month, the Directorate will select 


a representative sample of projects to analyze and also conduct on-site visits and 
interviews with HRDC local, regional and national staff. The Committee was told that in 
the coming year the sample selected for this purpose will be four to five times larger than 
the one selected for the internal audit. This should yield a much richer database for 
drawing conclusions on administrative management. A follow-up on audit results will also 
be tracked and timely corrective action will be taken when necessary. 


Our Preliminary Assessment 


The Committee supports the quick preliminary action taken by HRDC's senior 
managers in addressing the issues raised in the audit. The Director General of HRDC’s 
Internal Audit Bureau told the Committee that planning for remedial action began in June 
1999 prior to the completion of the IAB's work as soon as management learned about the 
preliminary findings. HRDC senior managers decided to establish a directorate to track 
and monitor progress as well as to create a national working group to develop a more 
comprehensive response. 


The Department's Action Plan addresses the immediate and longer-term problems 
identified in the 1999 internal audit report. HRDC managers informed the Committee that 
the responsible officials consulted with the Treasury Board's Comptrollership Standards 
Advisory Board, the Office of the Auditor General and obtained an independent 
assessment of the Action Plan from Deloitte Touche, a private sector management 
consulting company. 


The Committee received evidence that this Action Plan is a significant step 
forward. In his assessment, the Auditor General of Canada informed the Committee that 
“_..this [Action Plan] is a very thorough plan for corrective action to address the immediate 
control problems that were identified. Some longer-term actions are also included that 
further strengthen the approach. As we conduct our own audit in HRDC, we intend to 
assess the Department’s progress in implementing the plan”? The Clerk of the Priv 
Council expressed that he was °... satisfied that there will be good management taki 4 
place as a result of this audit.” The President of the Treasury Board told the C “iit 
that the plan is a good one and “...the Secretariat has endorsed it as a credibl Sa 
rectifying the issues identified.” The Minister of Human Resources Develo a age 
commitment to the Committee to ensure the timely implementation of the ce Bee ate 


To ensure that the administrative improvements 
outlined 
durable in the long haul, the Committee expects that Treasury Las os 
, agency 


7 HRPD, Evidence, Meeting No. 20 (11:15), 23 March 2000. 
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of the federal government responsible for providing money to departments and ensuring 
that it is appropriately spent will play a much larger role than it has taken in the recent 
past. 


: | | à. 4 4; pS a. 
yeh Gr matt à; MCE ‘Bon 
: de. : : ns 2 ie 2 

és rw - OR” rr —T te teat OEM DER f 

rea : rey 
e gs GOUT Thar egos ar bia 230 ee 
“0 oe rea weet Db Oar arats i : 

Doit wera COUDES CESR a 


FES 
PP 
eu 


—- 
0 


a 


se the ronedeie and Inrhertarmn protien 
A, fe informe he CONTES 
. 


En 


4 


EN By te 
CISD Santer 


EI Tea 


rs heat steer 
A C 4e rte tal 
sidroes the investie 


CAIN 


Pie eus 
Tar À 
rth. o4 


ur on Rasiurc 


an ‘y reve nntattre 
ars cela clas aa beet ath = 


Pini Ais acts. thet, Treemyry À 


al oe ao 110 
Pri han dene edi 


V. QUESTIONS 


Because this is an interim report, the members of this Committee believe that 
Canadians will be served best if we complete our study of the grants and contributions 
programs of Human Resources Development Canada before we make 
recommendations. We want our work to reflect our commitment to ensure that the federal 
government's programs are managed soundly so that they can achieve their goals — 
training Canadians for jobs, promoting social development and literacy, as well as 
assisting people with disabilities, youths and Aboriginals to participate fully in the social 
and economic life of our country. Grants and contributions programs delivered by HRDC 
can play a role in achieving this end but only if they are appropriately designed, operate 
according to a strong set of rules that are adhered to consistently, managed soundly, and 
remain responsive to real needs. 


While this Committee does not want to limit its ability to make full and complete 
recommendations in its final report, we feel that it is the Committee's duty to provide 
Canadians with a true progress report of what the Committee has learned. This is the 
reason that we are raising the following questions. 


1. How can HRDC ensure in its management of grants and contributions that 
Canadians get sound financial administration? 


In considering the overall scope and importance of this study, the Committee grew 
more convinced than ever that the proper management of grants and contributions is an 
essential part of good public administration in the federal government. Proper 
performance and financial management, including adequate levels of control, clear lines 
of accountability, and transparency in reporting to the public are all critical elements of 
administering the public good. Anything less is unacceptable. 


2. What does HRDC need to do to maintain better record-keeping systems? 


In his presentation to the Committee, the Information Commissioner of Canada 
made a strong argument in favour of stronger information management rules. He pointed 
out that his predecessor had, in fact, called for these to be legislated. The audit of grants 
and contributions has, in fact, made the shortcomings of the record-keeping systems at 
HRDC obvious to all. The Clerk of the Privy Council pointed out that “...while there may 
have been monitoring [of HRDC's grants and contributions] being done, it was not being 
documented.” * According to the Information Commissioner the proliferation of electronic 


2 HRPD, Evidence, Meeting No. 19 (11:25), 21 March 2000. 


records has turned a serious situation into a crisis. He told us that Treasury cer poe 
to ensure adequate record keeping, preservation and access have not been ey à 
This Committee believes that sloppy record keeping, like we observed in the 
management of HRDC's records of its grants and contributions, must stop. 


3. Do frontline staff and financial professionals in HRDC receive appropriate 
training? 


The Clerk of the Privy Council told the Committee at some length about the 
importance of training as one of the ways to meet the need for remedial action in the 
administration of grants and contributions in HRDC. The Internal Audit also found that 
staff would benefit from better training on the administration and financial management of 
grants and contributions that is part of their job. The Association of Public Service 
Financial Administrators endorsed this position but noted that they are not satisfied with 
the speed and level of commitment. 


The Committee agrees, but as we pointed out above, the provision of training to 
frontline staff does not excuse managers from their obligations and responsibilities. Nor 
can training fully substitute for personnel resources adequate to ensure the proper 
functioning of a program. Training is not a panacea. No matter how well trained a staff 
member may be, training loses its positive benefit if he or she does not have the time to 
apply the training to situations and decisions that arise in the workplace. 


. The Action Plan of the Department has made a commitment to provide ongoing 
training. We endorse this commitment, and look forward to progress reports on how it has 
been met. 


4. Are HRDC's remedial measures for reporting to the public sufficiently 
transparent to restore public confidence? 


As the Committee has already observed, adoptin 
demonstrates results will bolster restoring the public's panies bn 
administrative practices for grants and contributions. Pursuant to the Action Plan, all 
active files must be reviewed and updated and corrective action taken as need d b 
30 April 2000. In addition, the National Grants and Contributions Performance T : ki i 
Directorate will conduct ongoing monitoring on-site visits as well as issue national farsa 
on a monthly basis beginning in February and regional reports every quarter Ange 


April. The Committee will review these re 
transparency. ports and analyze them for Clarity and 


5. How can HRDC ensure that the eligibility criteria for its grants and 
contributions programs are transparent and applied consistently? 


In order for Canadians to benefit from its programs, HRDC needs to make sure 
that rules for individual programs are clear and that their terms and conditions are 
transparent. 


Throughout our hearings, the Committee received conflicting interpretations of the 
eligibility criteria for one HRDC program in particular, the Transitional Jobs Fund (TJF). 
According to background information tabled by HRDC officials, the terms and conditions 
for the TJF were silent on the definition of “high unemployment.” According to this 
information, departmental officials exercised judgement in determining the areas, 
including those that contained “pockets” of high unemployment, in which the TJF could be 
used to create long-term sustainable jobs. HRDC officials assured the Committee that 
regional offices informed Members of Parliament of these program criteria. The 
Committee has serious doubts that these program criteria were publicized widely or 
generally known by program sponsors and parliamentarians. 


The Committee supports measures to ensure that all program eligibility criteria are 
applied equitably across the country and that the public, especially potential project 
sponsors, be adequately informed of these criteria and any changes following the 
introduction of a program. In future, Treasury Board and HRDC need to work together to 
ensure that equitable eligibility criteria are developed. The Department needs to abide by 
these eligibility criteria which should be monitored regularly by the Department's internal 
auditors and the Auditor General. 


6. Should HRDC maintain ongoing file reviews? 


Given the inadequacy of information collection and retention that the internal audit 
uncovered, Ongoing monitoring of the various projects funded by grants and contributions 
proved to be virtually impossible. The Committee supports the file review outlined in the 
Action Plan and would like to know the projected cost of continuing it into the future. 


7. Does HRDC have adequate resources to ensure due diligence and due 
care? 


This Committee understands that the management of any government 
department, Human Resources Development Canada included, must make decisions 
about where to spend resources. Each department of government is responsible for the 
proper allocation of its funds. Each has to put in place a management structure, therefore, 
that makes it clear to the department's officers how they are to make their spending 
decisions, and how they are to manage those programs. During our hearings, we 


received evidence from the Association of Public Service Financial ae 
others, that the goal of due diligence had been challenged by the | 
restructuring of the public service. They told us that that this was resulting z a panes 
institutional memory as well as increased training costs. The Association also EXP ae 

concern about the use of employees in financial administration who do not mee e 
educational and professional standards as established by the Public Service 
Commission. These concerns were echoed by the Canada Employment and Immigration 


Union. 


HRDC should allocate its money so that it has the basic capacity on an ongoing 
basis to administer its grants and contributions programs with due diligence and an 
appropriate level of management. 


8. Are HRDC staff receiving clear direction from managers? 


Program officers and others told the Committee about the difficulty of reconciling 
the tension between serving the beneficiaries of the grants and contributions programs 
and respecting their obligations under the Financial Administration Act and Treasury 
Board guidelines. Senior managers also tended to delegate responsibility for resolving 
this tension to the program officers at much lower levels. The public service has recently 
set up an Advisory Committee on Values and Ethics to discuss some of these issues in 
their broadest context including that of "empowering" employees. The Committee would 
like to point out that when tensions between values, principles and goals exist, it is the 
managers' responsibility to provide clear direction to their staff on how to proceed. 
Delegating downward can sometimes lead not to "empowerment" but to the confusion in 
applying the rules that the HRDC internal audit uncovered. 


9. Should all audits contain a departmental plan that provides specific target 
dates for remedial action and commitments for ongoing public reports on 
follow-up activities? 


The audit of grants and contributions that was released in January 2000 was but 
one of a long stream both of internal audits and of those conducted by the Auditor 
General. These are discussed in some detail above. The constant repetition of similar 
administrative failures in audit after audit left us wondering why changes had not b 
made. Each of these audits contained a management response to the findi oe 
frequently these consisted of assurances that remedial action was bein taken ve : 
of the Committee questioned officials about which recommendations te rl Que. 
had been implemented, but answers were not forthcoming. The former Bey vince 
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Human Resources Development told the Committee that he was not aware of the results 
of the 1991 and 1994 internal audits.?' 


In order to help prevent this unsatisfactory state of affairs from continuing, this 
Committee believes that all future audits should contain a plan for corrective action that 
sets out time frames and dates for completion of remedial action. Action plans such as 
that submitted to the Committee to remedy the administrative problems for grants and 
contributions should become the norm for all audits and not the exception (as in this 
case). These action plans should be made publicly available so that managers can more 
easily be held accountable. Each action plan should contain a commitment for ongoing 
progress reports at regular intervals (e.g. every six months). 


21 HRPD, Evidence, Meeting No. 19 (12:15) 21 March 2000. 
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VI. OTHER QUESTIONS AND NEXT STEPS 


Following this interim report, the Committee plans to continue its study of grants 
and contributions as set out in its terms of reference. The Committee plans on tabling its 
final report with recommendations and a request for a comprehensive government 
response in June. Obviously, many of the recommendations will build on the observations 
that we have made in this interim overview. In addition, as we proceed, the Committee 
will try to discover answers to several issues that have been raised but where we do not 
have enough information up to this point. Hopefully, the next month will give us adequate 
time to explore these issues, but even with this, some of these questions may well require 
further study — either by us or by our colleagues who serve on other committees of the 
House of Commons. The Committee also hopes that the Auditor General in his ongoing 
study of grants and contributions might factor some of these questions into his work. 


1. Do the new governance arrangements that involve HRDC partners enhance 
or impede good administration? What is the appropriate role of the private 
sector in partnerships with government? 


In order to spend government funds more effectively, HRDC has been creating 
partnerships to lever additional money for the programs that it funds through grants and 
contributions. In some of these partnerships, funds are fully delegated and operate at 
arm's length from the Department. These include the Labour Market agreements with the 
provinces and the Employability Assistance for Persons with Disabities Program. Other 
partnership arrangements consist of shared funding programs under the auspices of the 
federal government. Human Resources Development Canada participates in both types 
of partnerships. Representatives of the Auditor General's Office told us of their concern 
about both types of partnership arrangements given that the risks of administrative 
problems are higher. This concern was echoed by the Association of Public Service 
Financial Administrators and the Canada Employment and Immigration Union. 


Several of the instances that have given rise to questions of administrative 
mismanagement have arisen in instances where the government has formed partnerships 
with the private sector. Employees at HRDC have been expected to assess the viability of 
business plans submitted by private enterprises whose incentive for participation has 
been profit. This has led to some confusion because it is unclear who is the “controlling” 
partner. If a businessman puts in three-quarters of the investment and HRDC puts in the 
balance, to what extent should HRDC have the ability to control business decisions driven 
by the profit motive? 
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these types of partnership arrangements that assures accoun 
responsibilities and provides adequate reporting. 


or managers in the 


i ment style and rotation of seni 
2. Has the generic manage ty ae 


public service increased — or in fact compromised — 
public administration? 


As this study has proceeded, we have found it very difficult to get answers to many 
of our questions because the senior officials who initially had responsibility for designing 
and implementing the grants and contributions programs had moved on to other jobs. To 
us, this has shown up as a lack of corporate memory. Current incumbents of senior 
positions in HRDC's Ottawa headquarters told us that they did not know what actions 
their predecessors took — or did not take — as well as their results. But they told us more 
than we asked for about the processes. The former Deputy Minister who ordered the 
internal audit of grants and contributions in 1999 stated that he did not know about the 
previous audits in 1991 and 1994. It is appropriate to question whether he should have 
asked or should have been told. In addition, the Committee wonders whether the failure 
to apply the lessons from these audits was affected by this. The fact that a program may 
have disappeared does not excuse the systemic lack of management controls that an 
audit of that program might have revealed. This has given us considerable frustration as 
we tried to find out the genesis of the mismanagement in HRDC and to ascertain who 
was responsible for what, and when. 


3. In the case of HRDC, how big is too big? 


In the early 1990s many government departments were consolidated into fewer, 
but larger, operations. In the case of Human Resources Development, the consolidation 
in 1993 brought together part or all of the departments of Employment and Immigration 
Canada, Health and Welfare, Secretary of State, Multiculturalism and Citizenship, and 
Labour Canada. This meant, among other things, that grants and contributions programs 
that had formerly reported to five different ministers or deputy ministers now report only to 
one. The current situation raises some questions in the Committee's mind about the 
change in the level of political and managerial scrutiny that can be brought to bear under 
these circumstances. As the Deputy Minister of Human Resources Development Canada 
told us, she is responsible for a $60 billion budget. Grants and contributions are just 5% 
or $3 billion of this amount. The Deputy Minister also told the Committee that tee is fe 


consideration being given to reduce or split off certain elem 
| ents 
order to serve clients more effectively. of the Department in 


*2  HRPD, Evidence, Meeting No. 17 (11:40), 2 March 2000. 
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4. What is the appropriate balance between decentralization, flexibility and 
control? How has this affected the role of regional managers and staff? 


One of the major changes that HRDC has undergone has been the shift in the 
balance of its work from headquarters to the regions. Certainly, we heard about the 
advantages of this change — for example, responsiveness to local conditions and 
clientele, and ability to respond quickly. At the same time, the level of flexibility and 
discretionary authority of the program officers and local managers has increased. The 
Canada Employment and Immigration Union told us of their concern that accountability 
procedures were being diminished in the name of eliminating bureaucratic red tape. The 
representative of the HRDC employees reminded us that the regulation necessary for 
accountability should always be upheld even when it may be politically unpopular to do 
so. Pushing staff to approve projects quickly in order to “get the money out the door” did 
not necessarily serve anyone's best interest in the longer term. Unlike the case of the 
senior managers at the Ottawa headquarters, the issue might be whether regional 
managers have the appropriate experience or have gone too long without a rotation. 


The Committee wonders whether the appropriate balance between 
centralization/decentralization and authority/flexibility has been attained. Notwithstanding 
changes to the organization and program delivery, it is obvious to the Committee that 
administrative procedures need to be tightened in order to ensure better control and risk 
management. There is a need to rebalance these components to serve taxpayers better 
within the existing organizational structure. 


5. What is the appropriate role of Members of Parliament in the approval of 
grants and contributions? 


The Committee is fully aware that the role of Members of Parliament varied from 
one HRDC program to another. The former Deputy Minister of Human Resources 
Development told us that the Transitional Jobs Fund (TJF) was explicitly designed to 
allow for, and indeed encourage, Members of Parliament to participate in the process as 
one way of reflecting the interests of their communities. They did not, however, have that 
type of involvement in other programs. Our study has provided evidence that the 
involvement of MPs varied from province to province and region to region. Given the fact 
that the criteria for the TJF were not very clear, or at the least poorly understood, the 
involvement of Members of Parliament has, in fact, led to considerable questioning by the 
public and the news media. The issue is obviously one for debate. The Clerk of the Privy 
Council told us that he distinguished between a program that was “politicized and there 
being an involvement of Members of Parliament.” The Auditor General of Canada, on 
the other hand, stated that: 


23 HRPD, Evidence, Meeting No. 19 (11:55), 21 March 2000. 
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6. Is government-wide action required on grants and contributions? 


The Clerk of the Privy Council made a commitment that “[w]hatever lessons cames 
learned from the HRDC internal audit must be applied throughout the public service."™ In 
this light, the Committee views its own study of grants and contributions in HRDC as an 
opportunity to apply to other departments the knowledge that it has gained. 


7. Should the Treasury Board strengthen its oversight of grants and 
contributions across all departments? 


As the financial general manager of the federal government, the Treasury Board 
has a special obligation to consider mechanisms that it might adopt to strengthen its 
ability to manage grants and contributions. 


a 
24 : 
HRPD, Evidence, Meeting No. 20 (12:45). 23 March 2000. 
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CONCLUSION 


The Committee listened to the Auditor General's caution against overreacting to the 
1999 audit. He told us that: 


It would not make sense for necessary changes to lead to excessive tightening of 
the system and unnecessary red tape. HRDC has a varied set of programs to 
deliver. A balance will need to be established to meet the needs of recipients, 
ensure adequate controls, assess risk, and deliver results for taxpayers.”° 


The Committee will continue its work and search for that balance. 
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A copy of the relevant Minutes of Proceedings of the Standing Committee on Human 
Resources Development and the Status of Persons with Disabilities (Meetings Nos. 10, 
17, 18, 19, 20, 21, 22, 23, 24, 25 and 26 which includes this Report) are tabled. 


Respectfully submitted, 


Peter Adams, M.P. 
Chair 
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Unanimous Dissenting Opinion by the Opposition Parties 


“Certainly this is the most serious situation that I've seen during all those years.” 


Jane Stewart, February 10, 2000. 


‘In 1998-99 discretionary programs accounted for an expenditure of 
approximately $17 billion across government and 17% of that by HRDC. | cannot 
help but express frustration with the way the government manages grants and 
contributions in general.” 

Auditor General, March 23, 2000. 


“The question of record-keeping shortcomings throughout the government is not 
a new problem. In my own way, | have sounded the bell last year. But my 
predecessor, in his previous annual reports, had raised this question time and 
time again.” 


Information Commissioner of Canada, March 28, 2000. 


“The current HRDC six-point plan is meant to put everything back together again 
and to improve the administration of the program. This effectively leaves us with 
the status quo.” 

Canada Employment and Immigration Union, April 6, 2000. 


The opposition parties cannot support the interim report by the Standing 
Committee on Human Resources Development. As it stands, rather than 
condemning the disastrous situation that has come to light with management at 
Human Resources Development Canada (HRDC), the interim report simply 
endorses the partisan interpretation by the government majority of the numerous 
deficiencies in HRDC’s administration. The Committee has failed to make an in- 
depth diagnosis and has merely proposed vague solutions that do not 


correspond to the seriousness of the problem. The report totally obscures the 
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and 
partisan nature of the political intervention that occurred in the Department 


agg | | is 
treats it solely as an administrative issue. The government's attitude 


deplorable, consisting as it does in denying the gravity of the problems identified 


by using questionable tactics such as throwing up smokescreens, withholding 


information and falsifying documents. 
deepen Canadians’ cynicism about the federal government and parliamentary 


These inexcusable actions can only 


institutions. 


Solutions? 
Of course, the report emphasizes the solutions put forward by the Department of 


Human Resources Development to bring down the curtain on this situation, but 
the dissenting members are of the view that equal attention should have been 
paid to re-establishing sound administrative practices in order to clean up what 


looks more and more like an enormous shambles. 


However, any solutions are doomed to failure if they are not backed up by a lucid 
account of the extent of the Department’s problems. The situation requires more 
than half-baked solutions that do not have the support of the workers who would 
have to implement them. No large-scale administrative reform can be successful 


unless the employees are in favour of it. 


An in-depth diagnosis 

It is becoming pathetically clear that, in numerous cases, decisions about 
awarding grants were made along partisan political lines. Denying this 
jeopardizes any hope of finding a solution that could lead to significant, long-term 
remedies. The dissenting members on the Committee doubt that satisfactory 
solutions can come from the government if it persists in denying the gravity of the 
problem and refuses to shed light on practices that discredit. it. From this 
perspective, the dissenting members of the Committee have reached the 


conclusion that only an independent public inquiry would be able to find answers 
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to the legitimate questions being asked in the House and by the Canadian public 


about HRDC’s dubious practices. 


Denying the problem 

In addition to the projects that are currently under police investigation and the 
instances that have been brought into the public arena, such as the Placeteco 
plan and the case of lobbyist René Fugére, there are in all probability other 
similar situations that will only be brought to light through a public, in-depth, 
independent investigation. Under the circumstances, it is vital that the 
government majority on the Committee, as well as the government, admit this 


reality and draw the necessary conclusions. 


When they appeared before the Committee, representatives of the HRDC 
employees’ union gave a number of reasons for the problems faced by the 
Department. They emphasized the far-reaching staff cuts, their distrust of the 
Minister's plan, the fear that sanctions might be taken against front-line 
employees, and political pressures. It is telling that none of the points criticized 


by the union representatives appear in the Committee’s interim report. 


Deficient management 

Inadequate management of public money and the partisan approach to awarding 
funds for job creation programs undermine public confidence in such programs. 
The dissenting members are of the view that the attitude of the government and 


of the government majority on the Committee is exacerbating the situation. 


A recurring problem 

The state of affairs at HRDC is not new. Even though the Auditor General 
criticized similar types of problems in previous internal audit reports on a number 
of occasions, it is clear to the dissenting members of the Committee that nothing 
has been done and that if it had not been for the repeated offensives by the 


opposition parties, chances are good that the situation at HRDC would only have 
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| nly an 
deteriorated further. The dissenting members are of the view that only 


independent public inquiry will restore confidence in the government, in the 


Minister and in HRDC programs. 


To minimize the likelihood of a similar situation occurring in the future, employees 


of the federal Public Service must be allowed to speak out regarding dubious 
practices in a climate of confidence. This means the government should 


introduce legislation to protect whistle-blowers in the Public Service. 


Furthermore, it is vital to implement as soon as possible rules for awarding grants 
that are consistent, transparent and equitable, in order to avoid arbitrary 


decision-making. 
Conclusion 


The list of problems at HRDC is mind-boggling: misappropriation of funds; 
multiple criminal investigations; grants being approved after the payments were 
made; withholding of information; allegation of falsification of documents; 
absence of controls; influence peddling (the Corbeil affair); use of public money 


for partisan ends; patronage; and so on. 


The majority report as presented to us does not recognize any of these 
problems. It amounts to a denial of the facts that can only worsen an already 
scandalous situation. The report demonstrates clearly that the government 
majority refuses to take the necessary steps to solve the serious problems at 


HRDC, and that an independent public inquiry is the only way to shed light on the 
practices there and within the current government generally. 
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APPENDIX | 
LIST OF WITNESSES 


Associations and Individuals Date Meeting 


Department of Human Resources Development Canada 2000/02/10 10 
David Good, Assistant Deputy Minister 
Claire Morris, Deputy Minister 
Jane Stewart, Minister 


Alan Winberg, Assistant Deputy Minister 


Department of Human Resources Development Canada 2000/03/02 17 
Bill Ferguson, Director General 
David Good, Assistant Deputy Minister 
Claire Morris, Deputy Minister 


Alan Winberg, Assistant Deputy Minister 


Department of Human Resources Development Canada 2000/03/16 18 
James Martin, Director General 


Alan Winberg, Assistant Deputy Minister 


Privy Council Office 2000/03/21 19 
Mel Cappe, Clerk and Secretary to the Cabinet 
Office of the Auditor General of Canada 2000/03/23 20 


Maria Barrados, Assistant Auditor General 
L. Denis Desautels, Auditor General of Canada 
Theresa Duk, Principal 


Henno Moenting, Principal 
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Associations and Individuals Date 


Consulting and Audit Canada 2000/03/28 


Christiane Ouimet, Chief Executive Officer 


Bernard Thérien, Principal consultant 


Ekos Research Associates Inc. 
Tim Dugas, Principal, Goss Gilroy Inc. 


Janice Remai, Director, Ekos Research Associates 


Office of the Information Commissioner of Canada 


John Reid, Information Commissioner of Canada 


Office of the Privacy Commissioner of Canada 


Bruce Phillips, Privacy Commissioner of Canada 


Department of Human Resources Development Canada 2000/03/30 
Claire Morris, Deputy Minister 
Suzette Perreault, Director General 


Danielle Vincent, Assistant Deputy Minister 


Treasury Board of Canada 2000/04/04 
Rick Neville, Deputy Comptroller General 
Lucienne Robillard, President 


Carole Swan, Acting Secretary of the Treasury Board 
and Comptroller General of Canada 


Association of Public Service Financial Administrators 2000/04/06 
Greg Gauthier, Director 


Merdon Hosking, President 
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Meeting 


Za 


22 


23 


24 


Associations and Individuals Date 


Canada Employment and Immigration Union 2000/04/06 
Moily Boyd, National Vice-President 


Jeannette Meunier-McKay, National Executive 
Vice-President 


Cres Pascucci, National President 


Jim Richards, National Vice-President 


OL 


Meeting 


24 


ie 


MINUTES OF PROCEEDINGS 


Wednesday, April 12, 2000 
(Meeting No. 26) 


The Standing Committee on Human Resources Development and the Status of Persons 
with Disabilities met in camera at 3:24 p.m. this day, in Room 307, West Block, the 
Chair, Peter Adams, presiding. 


Members of the Committee present: Diane Ablonczy, Peter Adams, Bonnie Brown, Paul 
Créte, Libby Davies, Jean Dubé, Raymonde Folco, John Godfrey, Judi Longfield, Larry 
McCormick, Rey Pagtakhan, Judy Sgro and Maurice Vellacott. 


In attendance: From the Library of Parliament: Kevin Kerr, Julie Mackenzie and Bill 
Young, Research Officers. 


The Committee proceeded to consider its draft report. 


lt was agreed, — That the interim report on HRDC Grants and Contributions be adopted 
as the Second Report of the Standing Committee on Human Resources Development 
and the Status of Persons with Disabilities. 


It was agreed, — That the Clerk be authorized to make such editorial and typographical 
changes as necessary without changing the substance of the Report. 


It was agreed, — That the Chair be authorized to table the Report in the House 
Thursday, April 13, 2000. 


It was agreed, — That the Committee print 550 copies of its Second Report in a tumble 
bilingual format. 


It was agreed, — That pursuant to Standing Order 108 (1) (a), the Committee authorize 
the printing of the dissenting opinions of the Canadian Alliance, Bloc Québécois, New 
Democratic Party and the Progressive Conservative Party as an appendix to this report 
immediately after the signature of the Chair; that the dissenting opinions be limited to 
not more than two pages; (font = 12; line spacing = 1.5) and that the dissenting opinions 
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be delivered in both official languages to the Clerk of the Committee not later than 
10:30 a.m., Thursday, April 13, 2000. 


At 6:24 p.m., the Committee adjourned to the call of the Chair. 


Danielle Belisle 
Clerk of the Committee 
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